COMPTROLLER GENERAL OF THE UNITED STATES
R WASHINGTON 25

A=97205

The Honorable | FEB 3 ja4H
The ‘ecretary of sgriculture.
Ly dear tr. .dekard:
There has been received letter of the icling Secretary of
Agriculture, dated Decerber 22, 1243, =& follows:

"Experience with the systen of Jinznecial reporting
preseribed by Sudget=Ireasury Legulution 1, Revised,
issued under Wxscutive (rder Yo, 8512, and concurred in
by you, has demonstrated that it can be an effective and
useful tool of mankgewent and suoervision. The oprincipal
difficulty, as observed in the course of our experience
in this Departzent, is that the accounting systen, as
currently presoribed by the Oemere] Accommting Cffice,
does not pewmlt the preparation of such reports directly
from the ascownts, unless the monthly allotment procedure
is followed, It is our belief thai allotment ledger
accounts would more effectively serve administrative ard
budgetary needs if they reflected obligations as defined
in Budget-Treasury Regulation No. 1, Revised, rather
than obligations as differently defined under G.2.C.
General Regulations 100, and that the accounting system
would be just ae adequate from & strict accountability
standpoint,

"It would, therefore, be apprecisted if you would
permit egencies of this Department, as soon as the change
in the ease of sach individual agency could feasibly be
made, to maintain their allotmemt ledger accounts on
an aecrued obligation rether than a contingent liability
1 basias, and to submit reports to your office accordingly,
% as well as to the Treasury Department and the Buresu of
the WM.

“As Q.A.0. Senerzl Regulations 100 invelve changes
in the accounting and reporting systems of all sgencies
of this lLepartment with respect to approprizted monies,
£ it appears vitally important that this fundamentsl
question be resolved before the necessary changes are
made,

"ire Director of Tinance, and other represen-
tatives of the vepartrment will apprecizte an ooportunity
to discuss this ratter with your office in »cre detail,®
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The proposition, as set forth in the Depertment's letter,
supra, has been given the most careful consideration, and be-
cause there is here involved matters not only of éenevsrn to the
administrative responsidilities of your department but the
fundamental respensibilitiecs of the Rureau ¢f the Budget and of
this office, as respects the accounting for and reporting of the
use of appropriated moneys, a full enalysis of the subject is
deemed desireble. Accordingly, there is set forth, step by step,
the general development and crystallisation of the Govermmental

accounting procedures,
Commencing with section 3679, Revised Statutes (T.5.C. 31:
665), the Congress directed that—

"No exacutive department or other Government es-
tablishnment of the United “tates shall expend, in any
one fizesl year, any sum in excass of aporopriztions
rade by Congress {or that {iscal year, or involve the
Government in any contract or other obligation for the
future psyment of money in excess of such appropria-
tions unless such contract or odbligetion is authorised
by law, ### All appropriations mede for contingent ex-
penses or other generdl purposes i+ ghall on or before
the beginning of each fiseal year, be so apportioned by
monthly or other allotments az t¢ prevent expenditures
in one portion of the yeer which mey necessitate
daficiency or additiomal anpropriations to complate

the service of the f{iscal year for which said appro-
priations are nade #xx"; 207
See, )

and, in the Budget and Aeocounting Act of 1921,142 Stat. 23, the

Congress further directed with respect to the Burean of the Budpet

that—

"Under such regulaticns ss the President may -re-
ecribe, (1) every department and establishment shall
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furnich to the Bureau /Bf the Budget/ such informatdon

as the Bureau may [rom time to time require, and (2)

the Directer and the Assisiant Director, or any employee

of the Bureau when duly authorised, shall, for the pur-

poss of securing such information, bave access to, and

the right to examine, anmy bocks, docurents, papers, or

records of any such depertment or establishment.";

sec. Joy, 4R STat. 25
and, with respect to the Comptroller Generel, ” directed that——
"The Comptroller (eneral shell prescribe the forms,
systems, and procedure for aduministrative appropriation

and fund aecounting in the severcl departments and es-

tablighments - #,%

Pursuant to the foregoing statutory direetions, the several
Directors of the Pureau of the Budget have from time to time pro-
rulgeted cireulars calling on the various exscutive depariments,
independent establishments and agencies of the Governwent for
statermsnts and reports of the status of the appropristions and
funds under their several jurisdictions. The Comptroller General
has, over the period gommemeing in 1925 to date, prescribed the
forms, systems and procedures for administrative appropriation
and fund accounting, which in the course of eighteen years, lave
been installed in the majority of departments, establishments, and
agencles of the Govermment, and under date of Oetober 4, 1943,
prescribed same for use by &11 departments, establishments, and
agencles of the Federal Qovermment, in Genmeral Regulations Ko,
100,

A N

Under date of August 13, 1940, the Fresident of the United

States rromulgated Fxscutive Order Ko, 8512, es follows:
"3y virtue of the suthority vesked in me by the

Budget and Aecounting Act, 1921, approved June 10,
192} (42 Stat. 20), and as President of the Uz_:ited
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States, I hereby prescribe the following regulations with
respect to the compilation and reporting of information
on the finsncial condition and operstions of the Govern=
ment and with respect to the budgetary econtrol of ex~
penditures: : '

"Section 1. The term ‘agencies' ac used in this
order shall include executive departments and inde-
pendent establishments and corporations in which the
United States has a propristary interest, direct or
indirect, except Fedsral savings and loan associations
and those corperations in which the proprietery
interest of the United States is evidenced only by
preferred stock or capital notes acquired through

. the Beconstruction Finance Corporation or production
er~dit ocrporations.

"Section 2, The Secretary of the Treasury shall
prepare and tranmeit to the Director of the Bureau
of the Budget, for the information of the President,
such financial reports as may be necessary or de-
sirable to make known in 21) practicable detail the
finaneial condition and operations of the Govern-
ment and its various egencies; and he shall prepare
and furnish to the Director of the Bureaun of the
Budpet such other reports ralating to the fimancial
a2ctivities of the Governrent znd the stetus of
aporopriations or funds and the apportionments
thereof as the Director moy require for the eompilatiom
of the budget or for other purposes of budgetary ade
rdnistration. The above-deseribed reports shall
relate to such periods of time as the Director of
the Buresu of the Budget may designate and ghall
inclwie such informstion as the Director may deter-
mine to be necessary and desirable for adequate
budgetary and executive control,

fSection 3, The Secretary of the Treasury shzll
establish, as soom as practieable, and maintain such
accounting records as are necessary to coordinate and
integrate the financial data reported by agencies as
required herein with the financial data of the Treasury
Department and to provide & basis for the expeditious
ecomnilation snd prompt svbmisgion of the financial
reports required to be furnished to the Directer of
the Pureau of the Budget, These adeocunting rscords
shall be operated, on the double-entry principle of
- bookkeeping, as & summary but camplete system cf
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eentral accounts for the entire Governmment; and they

shall be sc established by the Secretary of the Treasmry

&s t»o effect gtah}.e coordination with the accoumting
reten ed by th wﬁre;}gg Mra; of t.g

' arseoring pliedj

®Section 4. The several agencies shall furnish
the Sscretary of the Treasury such Information and data
relating to their fingneial ocondition, activities, and
cperations as mky be required to enable the Treagury
Department to maintain the aecomiing records and
prepare the finaneiasl reports necessary for comnliance
with the provisions of this order, and shall Pfurnish
such inforration relative to their accounting principles
and practices ag the Secretary of the Treasmury may re=-
quire for the proper processing of the data reported
by such agencies.

“Section 5. The head of each agency shall, under
mich rules and regulations sg the Director of the Buresu
of the Budget may prescribe, submit to the Bureau of
the Budget recommendations for the apportionment of
each appropriation mede to such agenecy, and such
apportionments, when approved by the Director, shall
be binding upon the agensy cancernmed in controlling
its budgetary plans and rate of expenditures, subject
only to revision of such asoportionments by the Director.
No agency shell make expenditures or involve the Coverne-
ment in any contract or other obligetion for the future
peyment of maney in exocess of the amount currently
available therefor under the apportionments so approved
or revised: Provided, however, that such apporticmments
ray be exceeded whan such sction is necessary to prevent
the loas of life or Goverrment property; and in such
cases the head of the agency concerned shall promptly
justify such action in writing to the Director of the
Bureau of the Budgst. The provisions of this section
shall be applieable to the amounis made available by
the Congress for the administrative expenses of govern-—
mental cornorationa,

“Section 6. The following specific requiremnts
shall be observed by all agencies in reporting the
finaneial data required under the provisions of this
orders

“(a) The reports of financial condition and
operations shall reflect all uncollected revenues
and other amounts owed to the Government, whether
aspessed, dus, or acerued, and &lso all bonded or
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other indebtedness of ithe Government, whether due or
accrued, including all current liabilities. Such
reporte shall also reflect, so far as ascertainablse,
all contingent 1isbilities of the United States and
its corporate and other instrumentalities, ‘

*(b) A uniform terminclogy and uniform classi-
fications of assets and liabilities, and revenues and
expenditures shall be employesd. Such elassifications
shall, so far as practicable, distinguish between
expenditures which are of a recoverable nature, such
as loans and inveetments, and those of a nonrecoverable
nature.

#(¢c) Uniform standards shall be employed, to the
fullest extent practicable, in the valustion of assets
and the determination of liabilities and the treatment
of revenuese and expenditures in relation thereto.

"(d) ta ghall be compile 9 basis of
the aecounting records of the respe ctvaaea .
ghall be supceptible of ready reconeciliation therewith.
underscoring supplied,

fSection 7, The uniforan terminclogy, e¢lassifica=-
tiong, principles, and stendards referred to in this
order shzll be established by the Secreotary of the
Treasury ¥ith the approval of the Director of the
Bureau of the Budgel and shall be ohserved by &ll
agencies in the financial reporting required by this
order.,

"Section 8, The Director of the Bureau of the
Budget is authorised, in acoordance with the provisions
of section 213 of the Budget and Aecounting Act, 1921,
to analyze the financial records of any agency in order

to seewre such informmetion a5 the Bureeu of the Budget

mey require for the formulation of revision of reporting
requirenents or for assuring compliance therewith,

“Section 9. Executive Orders No. 5614 of ay 1,
1931, Ne. 6226 of July 27, 1933, No. 6869 of October 10,
1934, ¥o. 7126 of August 15, 1935, as smended, and all
other orders or parts thersof inconsistent with the
provisions of this order are herely revoked."

whatever overlapping of authority in the reporting requirements
of the Bureau of the Budget and the accounting systems preseribed by
the Comptroller General, which might have developed under Executive
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’ Order No. 8512, was effectively cured by the provisions of Executive
Order No. 9084, dated March 3, 1942, wherein the Fresident directed:

"Provided, that prior to establishing such uniform
terminology, classifications, principles, and standards,
they shall be referred to the Compiroller General of the
United States for consideration and determination 8z to
whether they are in conflicet with the forms; systems, and
procadures prescribed by the Cemptroller General as
required by section 300 of the Budpet and Acocunting Act.
If the Comptroller feneral determines that such confliet
existe, then they shell not be established oxcert hy him
ag provided in section 309 of the said Act,"

#hile this office had no part whatever in the preparation of

Budget~Tressury Regulstion No. 1, dated June 26, 1941, a representa-
tive ‘af this office, wnder my personal direction, was detailed to
collaborate with representatives of the Bureau of the Budget and
the Treasury Department in the revisien of Budget-Treasury Regue
lations No. 1, which was subsequently prorulgated by Budget
Cireulsr No. 392, dated June 19, 1942, The purpose of this
collaboration was (a) to observe whether the regulations impinged
upon the authority of the Comptroller Ceneral in prescribing ac-
counting forms, systems, and procedures; (b) to see that the ao-
counting terminology, essential to explain the besis of the
information required to be reported, was not in confliet with
that presented by the Comptroller Genersl; (o) to consider what

rodifications mizht be desirable in the accoumting systems pre~
scribed by the Comptroller General to iepsure better budgetary and
administrative accounting controly and (d) to devise & means whereby

the deta reported could be taken from the accounting records as
prescribed by the Comptroller Oenersl.
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As the remult of this collaboration, it was agreed that gince
the accounting terr "encumbrancez® had been so general’y misconstrued
by the executive departmente &5 authorising them to obligate their
allotments with plans rather then actions, the term "obligations"
was sdopted as the official budgetary accounting term to exmress
the action of an administrative officer in the employment of
pesrsonnel, the placing‘ of orders, the execution of eentinets, the
authorization of travel oi: persons and shipment of things, etc.

See page 226 of Geperel Regulatiocns No. 100,

An wueimting distinction was also recognized (with respect
to repayments to apnropriations) between collections representing
the recovery of overpaymente which are designated “refunds", and
those representing reimbureerents for work done and/or méurans
furnished pursuant to the vprovia.tmu of section 601 of the Economy
Aet of 1932, which are dui@ated “peimbursenents®. See peregraph
6, page 3, General hgulationa No. 100.

Gensral Accounting Ofice Bulletin No. 1, Ubjective Classifi-
cation of Expenditures maeri‘aed by the Comptroller Geners) May 11,
1922 (revised August 26, 1927), was rescinded effective concurrently
rith the adoption of the -claséiﬁc&tion of obligations, aceording
to cbjects, as set forth in part V of Budget~Treasury chulaktions
No. l-Hevised, dated Jume 1, 1942. See General Accounting Office

Bulletin No, 1, Modified and Amended, deted July 10, 1941.
The “kiscellansous Encumbrance Record" was revised to provide

for a distribution of those oblipations which extend over & number of
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 months, and was approved as the "liscellaneous Obligation Record”
on April 28, 1942, and subsequently prescribed as Standard Form
No. 1101, in General Regulstions No. 100, This document, which is
an integral psrt of the allotment records, provides the informetion
by which the amounts of wunmatured obligations can be ascertained
for the purpose of oomputing the totals of cbligation which are
required to be reported to the Bureau of the Budget &s of the
clase of the statamsnt periods. See page 238 and 239 of Oeneral
Regulations No, 100,

Whi1§ considerable discussion was had with respset to the term
"obligatione®, how they should be recorded in the sdministrative
accounting systems prescribed by the Comptroller General, amd how
they shovld be revorted on the statements called for by the Buresu
of the budget, this ofiice was unwilling to concede that an
mobligation" may be measured by & temporary reporting requiremsnt.
For budgetary secounting purposes, the term “obligations incurred"
is canstrued as being inclusive of both obligations which heve
matured (legel liabilities) and those which are comtingemt upon
the subseguent readition of services, the furnishing of materials,
the performsnce of travel, eto,, ete, ror example, the Covern-
ment's obligations for the payment of personsl services must pro-
vide for the payment of ascrusd annmual leave; the obligations for
the peyment of travel expenses must take into consideration the
return of the traveler to his offieisl station; and the obligation
for the paymnt‘. of rent must be sufficient to cover the reriod
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‘specified in the rental contract. The incidental provisions for

ocancellation of agreements, whether they vertain to employment of
persons, the furnishing of material, or the cccupency of property,
are merely precautionary safeguards in the imterest of the Govern—
ment and are for enforecement only undsr exceptionsl conditions. Such
right of cancellstion doss mot in itself negative the obligatioms
One of the principel purposes for which the administrative ap-
propriation and fund agcounts are prescribed is to enable the
responsiblie administrative officers of the Govermment to know
currently the availabls balznces of the appropriastions and funds
under their jurisdietions, sc es to avold the incurring of a
deficiency or over-expenditure. Thisg contemplates that the ad-
ministrative appropriation and fund accounts will bs &npromristely
charged &t ths time the obligations ere incurred with the full
amount necessary to liquidets the obligation over the entire eriod
for which 1t was incurred, hwt not beyond the end of the veriod for
whieh the funds are available for obligation, Any failure in this
respect will vitiate the purposes for which the aécounts provide,

and will nullify the eifectiveness of the accounting processes
vhich bave besn established, |

“hile in General Regulations No. 100 it is suggested that
allotmente be made tc the end of the fiscal year, or & period
sufficient to eomplete the purpcse for vhich made, it is not
restdictive, and, if it is considered administratively advisable,
&llotments may be made for lesser periods, as, for example, according
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to apportionment perdiods, However, such action will result in ad-
ditional postings to the accounts and increa&es-t}w possibility,
because of added complexities, of incurring & defieit.

In this connection, your attention is called to the following

paragraph appearing on page 225 of section III, deneral Regula.tions‘
Ho. 100:

tcinee allotrent zocounts are provided for the
surpose of sreventing deficiencies in, or over-
expenditures oi, appropriations and appropriation
linitations, it is obvious that if the amcunts al-~
lotted do not exceed the appropriations or appropria-
tion limitations and the obligations and expenditures
do not exceed the amounts allotted, no deficiency or
overexpenditure will ocour., It is, therefore, im-
portant that allotmente be rede in such manner as
will effectuate & control at the point where contracts
are approved and eobligations incurred.”

I deeire tc point out that in the instruetions in Budget-
Treasury Reguletions No. l-Hevised, to which I eoncurred, the greatest
care vas exercised te clearly indicate that, for reporting purposes
under such regulations, "ebligations" will be restricted, as definsd,

Also, eee in this connection page 12 of Budget-Tressury Hegula-

ions No. l=Rsvissd, which I consider most appropriate to this subject.

"Seetion 5
aDJUETHENT OF PROJECTED OBLIGATICHS

"The amounte to be reported under this Regulation
as 'obligatione incurred! will reprasent only thet
nortion oo the oblisetdons whieh have matured to the
end oif the period for which the reports are prepared,

“"The requirements a&s to the reperting of obligation
data under this Regulation are not intended to in‘er that
the several agencies should not .record on their appropria-
tion accounts such other continget obligations as may be
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necessary to insure against incurring & deficiency.
%The Gomptroller Generel has approved the :
Misosllaneous Obligation Record, Standard Form No. 1101,
approved April 28, 1942, for use in conjunction with
sdministrative appropriation accounts. This form
serves s & subsidiary record of obligations and is so
designed that agencies using it to projeet ohligations
over the entire year can exclude the amounts projected
at ‘the end of any given nmonth and produce the otligation
information required wxier this Regulatiom,®

The reporting required by the Dureau of the Budget im for the
purpose of meeting the euwrrent requirements of that agency, and it
was not intended tint the various agencies of the Government should
limit or restrict their accounting by reason of such requirements,
but rather that each agency should pro'beet its appropriations by a
full and complete accounting. i

The method of "obligating the allotments®, as set forth in
General Regulations No. 100, has been uniformly prescribed for and
adopted by practically all the other departments, establishments,
and agencies of the Federsl Government. Such & modification as
that suggested in the Department's letier, supra, would completely
disrupt the mecombine ingtallaticiss Which are now operating

e -

satisfactorily, without compensating sdvantages.
I am hopeful that the information which is required to bde re-

~,

ported on the statements presoribed in Gemersl Regulations No. 100,
particularly the Statement of Apportiomment and Alloctment Accounts
by Apmropristions, Standard Farm Ro. 1117, will meet the reporting
requirerments of the Bureau of the Hudget,
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In response to the comrent in the last paragraph of the letter,
supra, that Kr. 5 Director of Fimance, and cther representatives
of the Department would appreciate an opportunity to discuss the matter
(of certain desired chenges in the accounting procedure) in more de-
tail, such & conference was recently held at this office, I am informed
thet the salient points which were emphasiszed wers as follows:

¥r. stated that there was nc undniwmity of opinion
smong the officials of the bureaus and of floes of the Depert-
pent 88 to the prefarred basis for recording obligationss
m&ummmmﬂymmofﬂnumw
of abandoning the orthodox (preseribed) proeedure for that -
which would be described by hie associate, v, »

succinctly outlined the following as the
strsamlined procedure now advocated hy 2 wajority of the
Uepartsent's responsible budgetary accounting officials:

1. A centralized control in the budget
office of the Departzent of Ammtm of
8ll of the apmropriations made by the Comgress
for the various functions and activities of
the Department, and

2, The sprroval by that office of
allotments, the amcunts of which would be
based on the obligations incurred by the
varicus tureavs and offdcss of the Depart-
ment;

3. Against such allotments, the bureaus
and offiees would subsequently record the
obligations as they mpture inte 1iabilities,

The declared advantages of the proposed plan were that
it would emable the budget cfficer to control the "free®
or unohligated balances of apwopriations through the
suthoriszation of sdditional allotrents or the revocation
of amounts previougly allotted, and would emable those
resporsible for the preparation of statexents required for
budgetary information to transcribe the amounts direetly
from the allotaent ledgers.
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The plan, which apparently would transfer from the heads of the
verious buresus and offices to & cemtral officer the flexibility
which such bureaus and offices have heretofore enjoyed in the
allotiing and obligating of the appropriations, for which they are
responsibls, was impregnated with such far-reaching implications
that a further explanation with respect to its operation was sought
the following day from kr. (who also attended the conference),

It is reported that ¥r. 5 explanation was to the effact
that the appropriations would be controlled and allotted im the variocus
buresus and offices as heretofore; that the only change imvolved would
be the recording of the obligations to-ghe allotment accounts on the
current tesis of matured cbligetions &s defimed (for reporting purposes)
in Budget-Treasury Regnlations No. 1, Revised, rather than the anmual

- or tern besls as prescribed in Genmersl Regulations No. 100

While the plan ouvtlined by kr, s if given the fullast
possible cooperation by the bureaus, etec. » Would provide a certain
peasure of protecting the appropristions sgainst over-obligatiom, it
is the considered opinion of this offSce that ingufficient protection
nmmtbmmnmimmmwm. .

In view of the facts thus disclosed during the comference, it is
suggested thet the accounting offieisls of the Departnent of Agri-
sulture give their esrnest consideration to organizing the adminis~
trative accounting procedres in conformity with those prescribsd in
Generel Regulstions No. 100, which, &g hereinabove set forth, provide
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: the essential features for safeguarding the aporopriations against
over-obligating, and will permit of furnishing the information

required by Budget~Treasury fegulations Ho. 1, Revised.

Sincerely yours,

Wit o -

Comptroller General
of the United States

ce: uirector, Sureau of the Budget




